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EDITORIAL
It is the daily habit of most of us to
climb the stairs of the watch-tower and
gaze out to sea in hope of discerning a sail of the argosy of good
times for which we have waited long and not altogether pa
tiently. A good many of us have little else to do except to search
the horizon. We used to talk of the day when our ship would
come in, but now there is a change and we say: “if our ship comes
in.” Rumors have come to shore that the fleet of commerce was
approaching, but the adverse winds of fear and doubt have inter
vened, and the ships are still below the sky line. Statistics,
emanating from many sources, are as contradictory as they well
can be. Government agencies utter bland predictions and speak
glowingly of the signs of prosperity. The financial markets
profess to be able to see little to augur improvement. The great
automobile industry is, comparatively speaking, thriving. Car
loadings, bank clearances and other traditional measures of
activity fluctuate like a barometer before a storm. It is possible
to find statistical authority for almost any kind of prophecy, and
it is difficult to form any opinion sufficiently definite to be used as
the basis for investment or expansion. In some parts of the
country, notably the south, the stream of federal relief has
created a buying power greater than normal. To some extent the
same condition prevails in the agricultural west. Around the
industrial centers, with the exception of Detroit, there is a sense of
grave insecurity. The dread of what may happen in these days
of various experimentation, the faintness of the hope that congress
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may assert itself and prevent unwise pursuit of the trial-and-error
method, the increasing effect of prolonged depression upon the
minds of men—these are the things which stand in the way of
progress. It is probably safe to say that out of four men whom
one may consult three will be positively pessimistic and one
mildly hopeful. The estimates of unemployment are not even
approximately accurate. They differ widely in accordance with
their sources. It is undoubtedly true, however, that the number
of unemployed in America today is at least three times the
average of ordinary years. Is it, then, any cause for wonder that
we can not espy the coming of the argosy of prosperity?
But there are signs and omens which
may induce a hesitant spirit of cheer.
On April 8th the council of the American
Institute of Accountants held its regular semi-annual meeting in
New York. Representatives of all sections of the country were
present. These men should be as well qualified as any one to
report upon the general conditions of business in their several
districts. ' With few exceptions they expressed the belief that
there was a marked betterment. They said that their own offices
were busier during the past few months than they had been for
three or four years, and they also stated that the condition of
clients’ business was much improved. Companies which had
been operating at a loss were now described as ‘‘out of the red,’’ and
the margin between cost and revenue was said to be substantial
in many cases. There is a story current in New York of an audi
tor who was about to examine the accounts of a company and
found that they were kept in red ink. The president, in reply to
an inquiry by the accountant, said, “We have not made an actual
loss but we happened to have plenty of red ink.” The accountant
inquired why the company did not purchase some black ink, to
which the president replied: “If we did that we should be in the
red.” The popularity of this story indicates clearly the trembling
condition of many a business. Now, according to the members
of the council, the companies that are meeting with any success
at all are earning discernible profits. People are tired of de
pression. They seem to be a little desperate. Probably if the
causes of fear were removed there would be a quite material
increase in the volume of business. The fact that there is in the
minds of representative accountants an assurance of improvement
322
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in spite of obstacles and fears shows that business is ready to be
up and doing. The NRA and the AAA are very sick—and
people are sick of them. Some feeble echo of them may rever
berate for a little while, but their pernicious effectiveness is past.
The last place in the world to recognize the approach of better
days is Wall street; and it can not truly be said that there is much
optimism in that hub of finance at present—but Wall street is
not America. It is merely the most sensitive part of the whole
body politic. Its existing nervous tension is bad for the whole
country, but, like most highly temperamental creatures, Wall
street can jump from the depths of woe to the heights of happiness
with a rapidity that a more staid and lethargic community could
never equal. What the accountants report about the conditions
of business is, we believe, the most hopeful sign that good times
will return some day and that the day of their return may not be
very far away. Let the government of the United States indicate
an earnest and honest desire to stop foolish interference with the
natural course of business; let there be a promise definite and
undeniable that the promotion of prosperity shall be the first
purpose of the administration at Washington, and then—who
knows?—perhaps the good day will dawn quickly.

The Accountant, London, of March 9,
A Prosecution Thrown
1935, contains a report of an action
Out of Court
against a prominent firm of accountants
in England for damages for alleged negligence in dealing with
income-tax claims on behalf of certain merchants. This case is
of importance to accountants throughout the world, because it
brings forward clearly a fundamental principle which is often
ignored or forgotten. The case was heard in high court before an
official referee and was suddenly stopped on the third day of the
hearing. The details of the case are unimportant to us in this
country. In brief, the plaintiffs’ allegation was that the de
fendants failed to make certain claims for deductions on account
of losses and certain other claims for adjustment of taxation,
with the result that the plaintiffs engaged another firm to examine
the accounts and make applications for refunds, ex gratia. For
the defense, negligence was denied and there was a counter-claim
for sums alleged to be still due for services rendered. When the
case was called, counsel for the plaintiffs said that as the result
“of anxious consideration of the case” the court would not be
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further troubled. The proceedings were being stopped, not be
cause of any financial considerations, but because the plaintiffs
had been advised that there was no reasonable probability of
making good the charges of negligence against the defendants. He
(counsel) wanted to convey that fact to the defendants and also
that the plaintiffs were quite satisfied that there was no negligence
upon the part of the defendants in dealing with the matters en
trusted to them. “He hoped he had omitted nothing in complete
exoneration of the defendants of any charge of negligence and,
above all, he wanted to say that there had been no suggestion of
fraud and no suggestion that defendants had been guilty of any
impropriety of any kind. No stigma of any kind was intended
to be cast upon the defendants, and, having regard to the emi
nence of the firm, nobody was likely to think that there could be
any. Therefore the action would not be proceeded with and the
plaintiffs assented to judgment for the defendants on claim and
counter-claim with costs.” Counsel for the defendants said that
“the case was a matter of very great importance to his clients
because they were one of the most eminent firms in a great pro
fession and the mere fact of an action for negligence having been
brought against them was damaging.” Counsel for the defend
ants then proceeded to draw particular attention to the vital
element of this whole case. He said that the allegations were
incompetence and want of skill, and the partners in the firm had
decided that whatever the action cost them they must fight it to a
finish. They wanted to make it clear that actions of this sort could
not be lightly brought and that, even if it involved the outlay
of thousands of pounds, they must fight. The official referee,
when the case was withdrawn, said that as far as the matter had
gone he had not seen the slightest ground for the suggestion that
the defendants had acted without due care or had done anything
in the slightest degree to forfeit the confidence which the public
and the taxing authorities had in their ability and integrity.

There have been many cases in which
accountants have not fought back, as
they should have done, when strike
suits have been instituted against them. There is a sort of
business man, aided and abetted by a sort of lawyer, who has
attempted to make the accountant a kind of whipping boy for
business. This has been partly due to the fact that the account
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ant has been insufficiently articulate in the assertion of his rights.
He has sometimes seemed to wear a semblance of humility, for
which there was no possible excuse. In this English case, involv
ing a very minor matter, one of the largest firms decided to make
an example of the plaintiffs. We do not know the background
of the case, but, if one may judge from the report from which we
have quoted, it appears to have been nothing more than a strike
suit or the result of poor advice from another accountant. What
ever the motive of the prosecution may have been, it was obviously
ill-advised in the opinion of counsel on both sides and of the
official referee.

During the last two or three years there
has been a slight decline in the preva
lence of strike suits against accountants,
but there are still far too many. This is not intended to imply
that an accountant should not be held responsible for wrong doing
or for gross negligence, but the truth of the matter is that a little
while ago there was an epidemic of attempts to hold the account
ant responsible for things of which he had no knowledge and with
which he had no direct association. Some of these cases were
settled out of court by the payment of compromise damages.
Some were tried and thrown out of court. Some were settled by
arbitration. But it is indubitable that many a claim for which
there was no justification whatever has been paid in order to avoid
undesirable notoriety and the annoyance incident to defense.
Nobody likes to be haled into court to answer charges which
indicate incompetence or worse, and there is temptation to pay
small amounts of blackmail in order to dispose of troublesome
prosecution; but we believe that every accountant owes a duty to
his profession to stand four-square upon his rights and to fight
with every lawful weapon every attempt to extort tribute by
unscrupulous lawyers and their equally unscrupulous clients. A
few incidents like that to which we have referred would afford
salutary evidence of the strength of the position of accountancy.
It is a great profession and it plays a part second to none in the
business world today. It offers, therefore, a butt of attack to
every blackmailer who can possibly construct a specious plea. If,
however, every member of the profession will carry his little share
of the burden of defense whenever unjust attack is made, the force
of assault will be dissipated. On the other hand, every account
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ant who yields to the demands of the blackmailer makes it harder
for the rest of the profession and encourages the evil activities
of extortioners.
The legislature of Minnesota recently
Lawyers and Account
enacted
a bill “for an act to clarify,
ants in Minnesota
re-arrange, consolidate and revise the
laws relating to probate courts, etc., to establish a probate code
and to repeal laws inconsistent therewith.” The act was signed
by the governor and is, therefore, the law of the state. There are
many features of the act which are important and some of them
novel. The one which attracts the attention of accountants
concerns the appointment of an auditor. Sections 22, 23 and 24
read as follows:

“The court may appoint an auditor in any matter involving an
annual, partial or final account, or the amount due on a claim or
an offset thereto. Such appointment may be made with or with
out notice and on the court’s own motion or upon the petition of
the representative or of any person interested in the estate or
guardianship.
“The auditor shall have the same power as the court to set
hearings, grant adjournments, compel the attendance of witnesses
and the production of books, papers and documents, and to hear
all proper evidence relating to such matter. He shall report his
findings of fact to the court.
“The auditor shall be allowed such reasonable fees, disburse
ments and expenses as may be determined by the court and shall
be paid by the representative as expenses of administration or
guardianship or by the person applying for such audit as the court
may determine.”

So far as we are aware this is the first
An Example for Profes
enactment in the United States to convey
sions Elsewhere
such broad powers to the auditor in a
probate case. It follows, in a general way, the provisions of the
English acts relative to the same subject. We understand that, in
the preparation of the draft of this act, accountants were called in
to cooperate with the representatives of the bar, and the result is
an act which can be approved by the members of both professions.
This incident in Minnesota affords a useful precedent for similar
cooperative efforts between accountants and lawyers throughout
the country. There has often been too much unwillingness by
members of the bar to consult accountants in the preparation of
bills which vitally concern the practice of accountancy. The
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effect has naturally been the enactment of bills which were
undesirable and occasionally absolutely unworkable. Probably
no legislature would dream of drafting a bill affecting the medical
profession without inviting the assistance of medical practitioners
or the medical societies, yet it has been quite common to legislate
on technical accounting subjects without the advice of accountants
and without the least understanding of the technique involved.
The accountants and lawyers of Minnesota are to be congratulated
upon the spirit of cooperation which has produced a greatly im
proved code and has also set an example to the rest of the country.

During the past winter most of the state
legislatures have been in session, and,
as usual, there has been a mass of legis
lative attempt to alter the laws governing the certification of
public accountants. Every two years the profession passes
through a period of peril, lest uninformed or malicious attempts to
interfere with the proper regulation of the profession be made and
succeed. The profession has had to spend an infinite amount of
time and large sums of money to save itself from injurious laws.
It has had to fight hard and long to uphold such standards as have
been set in the past; and we suppose that the condition will not
be altered in the near future. It seems a thousand pities that this
should be so, but so long as a few men with private ambitions to
serve can gain the ear of legislators, they can be counted upon to
seek the overthrow of proper regulation. This year, fortunately,
few really bad laws or amendments have been enacted. The
rest of the bills have been killed in committee, beaten on the floor
or have failed to reach consideration at all. Probably, therefore,
the net result of the year’s legislative activity may be regarded
as reasonably satisfactory. Of course, every one knows that
the regulation of a profession should be entirely above political
considerations, but facts are stubborn things, and so the profes
sion of accountancy, like many other professions and trades,
must be ever on the alert and must be prepared to spend and
be spent to uphold standards.
The Biennial Peril
to Accountants

As every accountant, especially those
outside the large cities, knows, one of the
most difficult questions arising in prac
tice relates to the audit of states, counties and municipalities.
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For many years there has been a fairly consistent effort to impress
upon political authorities the desirability of departing from the
more or less traditional custom of calling for bids. Some progress
has been made, but the situation is still far from satisfactory
throughout the country. Where improvement has taken place
it has almost always been due to the concerted efforts of account
ants in specific localities who have insisted that there be engage
ment of auditors upon a proper professional plane. One of the
most recent efforts of this kind is reported by the Chattanooga
chapter of the Tennessee Society of Certified Public Accountants.
Following is the text of a resolution adopted by that chapter:
“Since it is the expressed intention of the county judge of
Hamilton county and the recommendation of certain legislators
from Hamilton county that an audit of the books of Hamilton
county be made, this chapter desires to place itself on record as
follows:
“1. That the audit should preferably be conducted by certified
public accountants of Tennessee having no office in Hamilton
county, Tennessee, which position was enunciated in former reso
lutions of this chapter, and from which position the chapter does
not recede at this time.
“2. That if the audit is to prove of real value it should be con
ducted on a per-diem basis, without any restrictions as to the time
involved or the scope of the work to be covered.
“3. That all accountants engaged on this assignment should
have two years or more of public accounting experience.
“4. That the accountants employed should be given full au
thority within their discretion to examine any and all accounts
and records pertaining to such audit and to have full access
thereto.
“5. We suggest that the county court, by appropriate resolu
tion, authorize and empower the four judges of Hamilton county
named below to employ the certified public accountants to make
this audit; Judge J. Lon Foust, Judge C. W. Lusk, Judge L. D.
Miller and Judge Oscar Yarnell.
“6. That a sufficient sum should be set aside in escrow from
current revenues to assure prompt payment of the accountants’
fees.
“7. That there should be no submission of any preliminary
report during the progress of the audit, either oral or written, and
that all information relative to the accountants’ findings should be
deferred until the completed report shall have been delivered.
“8. Since it is apparent that the members of the county court
or the judge of the county court and certain legislators desire the
appointment of local accountants, it is further agreed by the mem
bers of the Chattanooga chapter of certified public accountants
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that no member shall submit an individual bid, but should any
members be selected by the designated authority, their fees would
be as follows: certified public accountant in charge $50 per day;
certified public accountant assisting on the audit $25 per day;
non-certified accountant employed, $20 per day. Not more than
eight hours shall constitute a working day. Payment for services
rendered shall be made promptly upon presentation of a bill
every fifteen days.
‘‘9. The members of the chapter, realizing the great importance
of this audit, hold themselves in readiness at any time to render
such services as they may, in a consulting capacity, to whoever
may be employed to do the work.
“A copy of this statement shall be furnished to the judge of the
county court and the press.”
Several of the paragraphs in this resolution will excite the envy of
accountants who have felt the effect of conditions which the reso
lution attempts to overcome. The accountants of the Chatta
nooga chapter are to be commended upon the wisdom of suggesting
that an accountant from some other part of the state be engaged.
This example of unselfishness is quite extraordinary. The pro
vision that fees shall be paid when due is a distinct novelty. The
scale of fees named indicates that accountants of eastern Tennes
see are not sympathetic to the opinion of a few accountants else
where who believe that work should be done even at a loss.
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